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Abstract
Purpose – The purpose of this paper is to investigate if there is an expectation gap among
accounting academics, accounting practitioners, and users of financial statements in the
financial valuation fitness of auditors. Complex reporting standards and current market
expectations have the potential to create differences between what third-party users consider to
be the responsibilities of the auditor and what auditors believe to be their responsibilities in auditing
fair value estimates.
Design/methodology/approach – This study surveys the perceptions of accounting academics,
accounting practitioners, and users of financial statements and the degree to which an expectation
gap exists in the financial valuation fitness of auditors. Survey respondents chose from a five-point
Likert scale ranging from “strongly agree” to “strongly disagree.”
Findings – This paper proposes two hypotheses. The results for all nine survey items have provided
significant evidence that there is a difference in the expectation of the financial valuation fitness of
auditors between users of financial statements and accounting practitioners (H1). Additionally, the
findings for all survey items present support there is a significant difference in the expectation of
the financial valuation fitness of auditors between accounting academics and users of financial
statements (H2).
Research limitations/implications – A limitation of the current study, as an inherent attribute
with survey research, is non-response bias. The only way to evaluate this was to test late responses
to earlier results. There were no significant results in these analyses. According to Fink (2003), if
there are no significant differences in this indicator the likelihood of non-response bias is extremely
low. Hence, this limitation did not have serious implications on the current study.
Practical implications – The implications of this study affect the accounting academic community
as they prepare students in response to the evolving market expectations (Pan and Perera, 2012).
Previous research has pointed toward the sluggish reaction for change in the accounting curriculum
relative to external demands (Harvey, 2004; Pan and Perera, 2012). The results of this study also
have resonating effects for accounting practitioners. The marketplace expects accountants to be
“knowledge professionals” (Carnegie and Napier, 2010). Regulators continue to ask auditors to find
more fraud and understand financial valuation (Pan and Perera, 2012).
Social implications – Contemporary accounting practice is moving beyond the scope of
quantitative recording of historical financial information. Ignoring integral market transformations
could result in lower quality audits with corresponding increased litigation against auditors for
negligence (Pearson, 2011).
Originality/value – This study is important for several reasons. First, users of financial statements
have expressed the necessity for auditors to acquire financial valuation skills (Christensen et al. (2012).
Therefore, the evidence obtained from users of financial statements in this research will be critical
guidance to reconcile expectations. Second, accounting educators have not provided a significant
response to teaching fair value concepts in the university curriculum (Carlino, 2012; Hanson, 2013).
This research presents a clarion call to accounting educators to align university curriculum toward
market expectations (Christensen et al., 2012). Third, the practitioner community has also been
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criticized for audit deficiencies in fair value. It is critical to understand if additional training in financial
valuation is necessary to improve the fair value judgments of practitioners and meet stakeholder’s
expectations. Accordingly, the study provides a contribution to practice. Finally, this paper answers
the call by Christensen et al. (2012) for future research on the topic of fair value: to “mirror the
categories of recommendations of regulators and standard setters.”
Keywords Risk, Valuation, Audit, Finance
Paper type Research paper

1. Introduction
The sub-prime crisis has revealed numerous issues that have been a source of adjustment
within the financial sector. A salient concern for the accounting profession is the auditing
of fair value estimates, and the grasp auditors have on the topic. As the crisis unfolded,
the Public Company Accounting Oversight Board’s (PCAOB) Standing Advisory Group
(SAG) recommended that the accounting profession should address the deficiencies of
auditor knowledge in the methodology for determining fair value estimates of assets and
liabilities (Public Company Accounting Oversight Board, 2007; Johnson, 2007).
The SAG further suggested that accounting educators have approached teaching
fair value concepts as an afterthought to upper level accounting courses. If the status
quo continues, it can take auditing professionals 20 to 30 years to become proficient in
the fair value domain ( Johnson, 2007; Boyce et al., 2012). Auditing fair value estimates
is a major concern for accounting firms. A large number of firms assign newly hired
accounting graduates with performing fundamental audit functions ( Johnson, 2007;
Boyce et al., 2012). Inexperience in audit functions such as financial valuation is
problematic because auditors should understand management’s financial statement
assertions. Lack of insight can compromise the performance of effective audits on fair
value representations (Pannese and DelFavero, 2010).
Users of financial statements, regulators in conjunction with standard setters have
also expressed concerns about auditor familiarity. The groups are surprised that
auditors are not fully aware of the models used to estimate fair value representations
(US Securities and Exchange Commission (SEC), 2007; Spatt, 2010). This cohort has
indicated that auditors should be particularly focused on the methods companies employ
in the determination of fair value estimates (SEC, 2007; Spatt, 2010). The guidance
underscores the importance of auditor awareness in the valuation models put forward by
management (Spatt, 2010). From this vantage point, users and regulators have expressed
that current auditors are perhaps devoid of the considerable training in financial
valuation needed to audit fair value estimates (SEC, 2007; Spatt, 2010). Bell and Griffin
(2012) suggest additional courses in finance will reduce the gap in the need for auditor
training in fair value assessment. Based on past studies, it appears that there is a lack of
auditor aptitude in valuation and that it may be the result of poor training procedures.
The accounting profession progresses through regulatory promulgations, social,
political, and standard-setting events (Boyce et al., 2012). The audit profession is
presently traversing a risky course of complex reporting standards, new business
technologies, and increased public judgment (Carlino, 2012). The objective of this
study is to investigate if there is an expectation gap among accounting academics,
accounting practitioners, and users of financial statements in the financial valuation
fitness of auditors. A survey instrument is administered to report the views of
accounting academics, accounting practitioners, and users of financial statements.
The call for auditors to expand audit aptitude continues to resonate in the changing
business landscape.

This study is important for several reasons. First, users of financial statements,
regulators, and standard setters regularly lament auditor shortcomings concerning the
auditing of fair value estimates (SEC, 2007; Spatt, 2010). Users of financial statements
have expressed the necessity for auditors to acquire financial valuation skills (Christensen
et al. (2012). Therefore, the evidence obtained from users of financial statements in this
research will be critical guidance to reconcile expectations. Thus, this investigation is
important to users of financial statements. Second, accounting educators have been
criticized by users of financial statements, regulators, and standard setters. The belief of
this group is that additional training in financial valuation will improve the judgments of
new auditors auditing fair value estimates. Educators have not provided a significant
response to teaching fair value concepts in the university curriculum (Carlino, 2012;
Hanson, 2013). This research presents a clarion call to accounting educators to align
university curriculum toward market expectations (Christensen et al., 2012). Hence, the
results of this paper are vital for accounting educators. Third, the practitioner community
has also been criticized for audit deficiencies in fair value. It is critical to understand if
additional training in financial valuation is necessary to improve the fair value judgments
of practitioners and meet stakeholder’s expectations. Accordingly, the study provides a
contribution to practice. Finally, this paper answers the call by Christensen et al. (2012) for
future research on the topic of fair value: to “mirror the categories of recommendations of
regulators and standard setters.”
The organization of this paper is as follows; the next section reviews the literature that
motivates the study. Section 3 describes the methodology. Section 4 addresses the results.
Section 5 discusses the findings of the study and the final section concludes the study.
2. Review of the literature motivating the study
Expectation differences in auditing have historically been referred to as the
“expectation gap” (McEnroe and Martens, 2001). The notion of an expectation gap in
auditing is not novel (McEnroe and Martens, 2001). The American Institute of Certified
Public Accountants (AICPA) defined the expectation gap as the difference between
what third-party users consider to be the responsibilities of the auditor and what
auditors believe to be their responsibilities (American Institute of Certified Public
Accountants, 1993). The AICPA attempted to shrink the expectation gap during the
latter part of the 1980s by promulgating a series of Statements on Auditing Standards
(SASs), SAS No. 53 through SAS 61. However, in 1996 The General Accounting Office
of the USA assessed the efficacy of these standards and concluded the expectation gap
continued to exist. Particularly in the area fraud detection (General Accounting Office,
1996). Epstein and Geiger (1994) also found that third-party users expected auditors to
find more fraud in the attest function.
A primary deficiency in previous expectation gap literature is that the focus has
been on the overall audit process rather than the continuing evolving challenges faced
by auditors. However, in a recent study, DiGabriele (2009) focused on a more narrow
expectation gap. The study found that for auditors to be effective in finding fraud they
need to add foundational forensic accounting skills in the performance of an audit.
The findings indicate that the lack of auditor skills in a particular area can expand to a
specific expectation gap. This idea has advanced to the area of fair value.
The framework for establishing fair value measurements has a foundation in finance
or, more particularly, financial valuation techniques rather than traditional
accounting methods (Pearson, 2011; Pannese and DelFavero, 2010). A significant feature
of Accounting Standards Codification 820 (formerly FAS 157) is the application of a
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three-level fair value hierarchy. The purpose is to determine “the price that would be
received to sell an asset or paid to transfer a liability in an orderly transaction between
market participants at the measurement date” (Financial Accounting Standards Board
(FASB), 2009). Level 1 inputs are typically the most transparent since they have pricing
observations from an active market. Level 2 inputs are “inputs other than quoted prices
included within Level 1 that are observable for the asset or liability, either directly or
indirectly” (FASB, 2009). Such an example is the interest rate swap that can be valued
using contract terms and publically available interest rates. Level 3 inputs are the most
unobservable and utilize valuation techniques sensitive to assumptions in arriving at fair
value (FASB, 2009). The framework for fair value estimates conflates finance concepts and
traditional accounting. From this perspective, financial valuation fitness could be defined
as the application of finance concepts within the context of an accounting environment.
Financial instruments with no ready market (Level 3) require a price verification or
analysis to determine the reasonable range of value. Most users believe auditors already
possess the skills required to perform this task (Bell and Griffin, 2012; Hamilton, 2011).
However, the PCOAB recently identified audit deficiencies by a Big Four accounting firm
in the testing of fair value and related disclosures. The Board found that the support
for pricing Level 3 financial instruments was ineffective because there was no testing for
model assumptions. In Level 2 deficiencies, the Board observed that the auditors failed
to gain an understanding of the financial valuation methods applied including prices
obtained from third parties (Bell and Griffin, 2012; Hamilton, 2011).
Christensen et al. (2012) highlighted this challenge by further investigating fair
value estimates reported by public companies. The investigation found that models put
forward by management were subjective and included equivocal inputs combined with
an estimation uncertainty that is many times greater than materiality. The far-reaching
effects of sensitive inputs inherent in fair value estimates affect a range of items from
net income to earnings per share (Christensen et al., 2012; American Institute of
Certified Public Accountants, 2011).
During the PCAOB’s, 2012 meeting, users of financial statements explicitly expressed
uncertainty on the financial valuation fitness of auditors in the fair value domain.
A member of the Investor Advisory Group (IAG) offered an alarming view of the current
financial statement effects of fair value. Damon Silvers of the AFL-CIO remarked fair value
accounting threatens the relevance of financial statements because auditors need to expand
professional judgments. Fair value estimates represent a look into the future (Center For
Audit Quality, 2012). Highlights of the open discussion cited challenges in reporting and
audit quality coupled with much-needed additional auditor training in financial valuation
concepts. The primary issue was how auditors are effectively dealing with valuation
methodologies presented in the unobservable Level 3 inputs (Center For Audit Quality,
2012). The IAG guided the discussion toward AU Section 332, which offers auditor
direction for assertions regarding derivative instruments, hedging activities, and
investments in securities on financial statements. The guidance bolstered IAG’s position
and suggested that auditors should, “understand the determination of the fair values
including key assumptions that requires knowledge of valuation concepts (Public Company
Accounting Oversight Board, 2011).” Accounting practitioners principal response to users
of financial statements regarding fair value concerns is that the business environment has
moved faster than auditor adaption in this area. Accordingly it is proposed that:
H1. Users will differ significantly from Accounting Practitioners in the expectation
of the financial valuation fitness of auditors.

Accounting educators maintain that recent events have created a complex and in
some circumstances unattainable expectations for auditors in the fair value sector
(Pannese and DelFavero, 2010). Educators believe the confluence of current standards
and regulations are progressing at a faster pace than the accounting curriculum at
universities (Carlino, 2012). The lack of a substantial response from educators
diminishes the skills of accounting graduates needed for assessing the inherent
uncertainty associated with fair value estimates (Carlino, 2012; Hanson, 2013).
Accounting academics perceive they are being asked to eschew prior training in
historical cost to some extent and replace it with teaching valuation techniques.
Accounting educators were also uneasy with simultaneously blending valuation
judgment and critical thinking skills required in fair value applications (Pannese and
DelFavero, 2010; Carlino, 2012; Hanson, 2013). Conversely, an easier transition for
accounting curricula can be to offer separate courses in financial valuation.
A particular area of differences between users and educators resides in determining
goodwill impairment from mergers and acquisitions (Ramanna, 2013). Rather than
using the historical cost approach to amortizing goodwill, the fair value regime applies
the impairment method (Ramanna, 2013). The impairment method necessitates a lesser
negative effect on earnings (Ramanna, 2013). A lesser negative effect on earnings
incentivize investment bankers. Banker’s revenue percentage would increase which is
the primary source of income (Ramanna, 2013). Users such as asset managers, analysts,
and investment bankers also prefer the fair value method to evaluate targets for risk
management modeling (Ramanna, 2013). Accordingly it is proposed that:
H2. Accounting academics will differ significantly from users in the expectation of
the financial valuation fitness of auditors.
In summary, the framework proposed in this research is that differences exist among
the major stakeholders in the market for audit services due to dissimilar expectations of
the financial valuation fitness of auditors. Users have patently expressed to the audit
establishment that auditors should be properly equipped with financial valuation skills
vis-á-vis the auditing of fair value estimates in financial statements. However, the
academic community has been slow to respond in educating accounting students due to
impeding institutional barriers. Practitioners believe the regulatory and standard-setting
prescriptions from multiple areas have made the current environment exceptionally
complex. Therefore, auditors should remain aware of the responsibility to users and the
accompanying liability that is the corollary of failing to accept this obligation.
Given the current stalemate, identifying differences among the groups is a vital step
to finding a way to adapt conjointly to the existing environment of uncertainty.
Reconciling the views among these stakeholders is such a critical issue and can be more
productive than the promulgation of additional edicts from regulators and standard
setters. As a result, standard setters should be influenced by this dissonance to begin to
merge user’s expectations with auditors.
3. Methodology
The main analysis of this paper consists of a nationwide survey of a random sample of
1,200 accounting academics, accounting practitioners, and users of financial statements.
The selection of these three groups for the sample is reasonable. The SEC (2007) and the
PCOAB (2011) have designated accounting academics, accounting practitioners, and users
of financial statements as major stakeholders in the market for audit services. Commercial
lenders, private equity fund managers, and investment bankers were designated as users
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of financial statements because they read, interpret, and analyze financial statements on a
regular basis. A sample of 400 accounting academics was compiled from university
accounting departments in the USA that listed faculty members that teach a course in
auditing. For universities that did not list teaching course loads but did offer instructor
information, the survey was sent to a member of the accounting department and asked if
the appropriate faculty member in the department would participate. An additional
web-based search was performed to collect 400 random e-mails for accounting
practitioners using keywords “Certified Public Accountant” and “Auditor.” This group is
labeled “Accounting Practitioners.” Finally, 400 random e-mail addresses were retrieved
from a web-based search of commercial banks, private equity fund managers and
investment bankers that listed individual e-mails on websites. A second outlet, “LinkedIn”
was used to obtain additional e-mail addresses for the commercial bankers, private equity
fund managers, and investment bankers. This group was labeled users of financial
statements (or users). The survey instrument employed was prepared pre-tested and
e-mailed to all three groups. Late responses were compared to early responses, and no
significant differences were found.
Appendix 1 contains the survey instrument. Participants were e-mailed using www.
surveymonkey.com. Survey respondents chose from a five-point Likert scale ranging
from “strongly agree” to “strongly disagree.” The following scores were assigned to
each response: strongly agree, 4: agree, 3: neither agree nor disagree, 2: disagree,
1: strongly disagree, 0.
The study surveys the perceptions of accounting academics, accounting practitioners,
and users of financial statements and the degree to which an expectation gap exists in the
area of fair value (McEnroe and Martens, 2001). Parametric tests, non-parametric tests,
and factor analysis were used (DiGabriele, 2008, 2009; Acock, 2012). The methodology is
consistent with prior survey research (DiGabriele, 2008, 2009; Acock, 2012). Composite
scores were calculated to examine group differences using a one-way ANOVA
(DiGabriele, 2008, 2009; Acock, 2012). Non-parametric Kruskal-Wallis tests on the nine
survey items ensued, comparing the three groups (DiGabriele, 2008, 2009; Acock, 2012).
A series of Mann-Whitney tests was performed to determine which groups differed on
each of the nine items (DiGabriele, 2008, 2009; Acock, 2012). Non-parametric tests
(i.e. Kruskal-Wallis tests and Mann-Whitney tests) were used rather than parametric tests
(i.e. ANOVA) for the individual items because treating individual Likert-scale items as
interval-level variables (as would be required for the use of parametric statistical tests) is a
questionable practice (Carifio and Perla, 2008). For composite variables based on multiple
Likert-scale items (such as the total financial valuation fitness of auditors scale), however,
the assumption of interval-level status and consequently the use of parametric tests is
justified (Carifio and Perla, 2008). A factor analysis was carried out to explain a substantial
part of the variance for the nine survey items (DiGabriele, 2008, 2009; Acock, 2012).
4. Results
A total of 229 individuals participated in the study with an overall response rate of
19.8 percent. Table I contains descriptive statistics for the sample and includes
demographic and background characteristics. The sample was approximately split evenly
between accounting academics (34.1 percent) accounting practitioners (33.6 percent), and
users of financial statements (32.3 percent). More than two-thirds of the respondents’ were
male (68.6 percent). The most common level of educational attainment was a master’s
degree (45.0 percent), followed by a doctorate (31.4 percent) and a bachelor’s degree
(23.6 percent). Most of the participants were certified public accountants (72.1 percent).

Variable

Financial
valuation
fitness of
auditors

Frequency

%

78
77
74

34.1
33.6
32.3

Gender
Female
Male

72
157

31.4
68.6

Educational attainment
Bachelor’s degree
Master’s degree
Doctorate

54
103
72

23.6
45.0
31.4

165
9
7

72.1
Table I.
3.9 Sample demographic
3.1
and background
characteristics

Group
Accounting academic
Accounting practitioner
Users of financial statements

Accounting certifications
CPA
CMA
CIA
Note: n ¼ 229

49

The main portion of the survey consisted of nine statements. Table II shows the
percentage of participants who responded “strongly disagree” to “strongly agree” for
each statement. The statements for which the participants showed the highest level of
agreement were Item 1, “The aftermath of the sub-prime crisis has increased the
knowledge requirements for auditors of financial statements,” with 48.5 percent
strongly agreeing, and Item 4, “The increasing use of fair value estimates in financial
statements requires greater knowledge of finance in order for auditors to successfully
understand and interpret the estimates,” with 46.3 percent strongly agreeing. The two
negatively worded items had the lowest level of agreement, Item 2, “The current auditor
skill set is effective for auditing financial derivatives,” with only 0.9 percent strongly
agreeing while 33.6 percent strongly disagreed, and Item 9, “Experienced auditors have
a tangential understanding of financial valuation and derivatives that is adequate for a
CPA auditing financial statements using fair value estimates,” with only 2.2 percent
strongly agreeing while 30.1 percent strongly disagreed. Thus, the highest levels of
agreement were for items related to increased financial valuation aptitude while the two
lowest levels of agreement were for the two items that stated finance education and
knowledge levels are currently adequate. The mean levels of agreement shown in the
first column of Table III confirm this interpretation.
The purpose of the study is to explore differences, if any, among accounting
academics, accounting practitioners, and users of financial statements in terms of the
expectation in the financial valuation fitness of auditors. A principal component
analysis was performed on the responses for the nine items shown in Table III. Using
the eigenvalues-greater-than-one rule resulted in a one-component solution, with
eigenvalues of 5.16, 0.98, 0.78, 0.68, 0.51, 0.31, 0.26, 0.18, and 0.14. The first component
explained 57.32 percent of the variances in the nine items. The principal component
loadings for the one-component solution are shown in the last column of Table III.
All items have loadings of 0.49 or higher in absolute value. All items for which a
high level of agreement indicates the need for more auditor education have positive
loadings while the two items for which a high level of agreement indicates a perception
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SD
(%)

Response
D
N
A
(%) (%) (%)

1. The aftermath of the sub-prime crisis has increased the knowledge requirements
for auditors of financial statements
0.9 5.2 6.6
2. The current auditor skill set is effective for auditing financial derivatives
33.6 55.0 8.7
3. The accounting curriculum should expand to include financial valuation topics
as part of auditor basic knowledge
0.0 1.7 3.5
4. The increasing use of fair value estimates in financial statements requires greater
knowledge of finance in order for auditors to successfully understand and
interpret the estimates
0.4 2.2 1.7
5. Specialized finance education enhances the overall risk assessment process
performed by auditors
0.0 2.2 7.4
6. Specialized finance courses assist auditors to understand better the underlying
assumptions of asset and liability measurement thereby, creating better financial
statement information
0.4 1.3 7.4
7. Understanding more advanced finance concepts will assist auditors in fraud risk
assessments of the inputs of financial instruments
0.9 2.6 9.2
8. Continuing professional education courses on auditing for financial valuation
should be a required component for CPA license renewal
5.2 26.2 27.5
9. Experienced auditors have a tangential understanding of financial valuation and
derivatives that is adequate for a CPA auditing financial statements using fair
value estimates
30.1 48.0 13.1

SA
(%)

38.9
1.7

48.5
0.9

50.7

44.1

49.3

46.3

53.3

37.1

54.6

36.2

51.5

35.8

29.3

11.8

Table II.
6.6 2.2
Descriptive statistics
Notes: n ¼ 229. SD, strongly disagree; D, disagree; N, neither disagree nor agree; A, agree; SA, strongly agree
for statements

Statement

Table III.
Means, standard
deviations, and
principal component
loadings for
statements

1. The aftermath of the sub-prime crisis has increased the knowledge requirements
for auditors of financial statements
2. The current auditor skill set is effective for auditing financial derivatives
3. The accounting curriculum should expand to include financial valuation topics
as part of auditor basic knowledge
4. The increasing use of fair value estimates in financial statements requires
greater knowledge of finance in order for auditors to successfully understand
and interpret the estimates
5. Specialized finance education enhances the overall risk assessment process
performed by auditors
6. Specialized finance courses assist auditors to understand better the underlying
assumptions of asset and liability measurement thereby, creating better
financial statement information
7. Understanding more advanced finance concepts will assist auditors in fraud risk
assessments of the inputs of financial instruments
8. Continuing professional education courses on auditing for financial valuation
should be a required component for CPA license renewal
9. Experienced auditors have a tangential understanding of financial valuation
and derivatives that is adequate for a CPA auditing financial statements using
fair value estimates
Eigenvalue
Percentage of variance explained
Cronbach’s α internal consistency reliability

M

SD

Principal component
loading

3.29 0.87
0.81 0.73

0.67
−0.56

3.37 0.64

0.83

3.39 0.68

0.86

3.25 0.69

0.90

3.25 0.68

0.89

3.19 0.77

0.89

2.16 1.10

0.49

1.03 0.95

−0.57
5.16
57.32
0.88

Notes: n ¼ 229. Principal component loadings are from a one-component solution based on the eigenvalues-greaterthan-one-rule

the current level of financial valuation fitness for auditors is adequate (Items 2 and 9)
have negative loadings. Based on these loadings the composite scores are labeled as the
expectation differences in the financial valuation fitness of auditors, with higher scores
indicating a belief that further education is required. After reverse-scoring items 2 and
9, a composite score was constructed as the mean item score across the nine items.
The internal consistency (Cronbach’s α) coefficient for this composite score is 0.88,
which indicates high reliability.
Table IV shows descriptive statistics for the expectation differences in the financial
valuation fitness of auditors, using a composite score as a function of group. A one-way
ANOVA was performed to compare the means for the three groups, and the result was
statistically significant, F(2, 226) ¼ 22.64, p o 0.001. Follow-up tests were performed
using Tukey’s honest significant difference procedure to determine which pairs of
groups differed. The results indicate that accounting academics (M ¼ 2.93, SD ¼ 0.68)
and accounting practitioners (M ¼ 2.98, SD ¼ 0.40) did not differ, p ¼ 0.818. Users of
financial statements (M ¼ 3.45, SD ¼ 0.45) tended to have higher scores than both
accounting academics, p o 0.001, and accounting practitioners, p o 0.001. A composite
score analysis confirms both H1 and H2. The users of financial statements significantly
differ from accounting practitioners and accounting academics in the expectation of the
financial valuation fitness of auditors.
In addition to examining the composite score differences between the groups,
each item was examined individually. Table V shows the mean item score for each
of the three groups based on all nine statements. The table note for Table V contains
the results from Kruskal-Wallis tests comparing the three groups on each of the
nine items, which were all statistically significant (all ps o 0.01 ). In order to determine
which groups differed on each of the nine items, a series of three Mann-Whitney
tests was performed for each item, with results shown in Table VI. Given the
number of statistical Mann-Whitney tests performed, a Bonferroni correction
was applied, and for which the result is statistically significant only if the p value
fell below 0.0167 (0.05/3).
It became evident that the results produced an obvious divide. For Item 8, all three
subject groups differed from each other. For Item 8, “Continuing professional education
courses on auditing for financial valuation should be a required component for CPA
license renewal,” accounting practitioners had the lowest scores, followed by
accounting academics, and then users of financial statements again having the highest
scores. The difference between all groups was significant at p o 0.01. The outcome of
the Mann-Whitney test for Item 8 validates both H1 and H2 with users having
the highest expectation. It was an interesting result that the group engaging in the
continuing education requirement (accounting practitioners) had the lowest score and
statistically different from academics. The results suggest there are overwhelming
training demands for practitioners in the current auditing landscape.
Employment group
Accounting academic (n ¼ 78)
Accounting practitioner (n ¼ 77)
Users of financial statements (n ¼ 74)
Total sample (N ¼ 229)
Note: N ¼ 229

M
2.93
2.98
3.45
3.12

Financial
valuation
fitness of
auditors
51

SD
0.68
0.40
Table IV.
0.45 Descriptive statistics
0.57 for composite scores
as a function group
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Table V.
Means for
statements as a
function of group

1. The aftermath of the sub-prime crisis has increased the
knowledge requirements for auditors of financial statements
2. The current auditor skill set is effective for auditing
financial derivatives
3. The accounting curriculum should expand to include
financial valuation topics as part of auditor basic knowledge
4. The increasing use of fair value estimates in financial
statements requires greater knowledge of finance in order for
auditors to successfully understand and interpret the estimates
5. Specialized finance education enhances the overall risk
assessment process performed by auditors
6. Specialized finance courses assist auditors to understand better
the underlying assumptions of asset and liability measurement
thereby, creating better financial statement information
7. Understanding more advanced finance concepts will
assist auditors in fraud risk assessments of the inputs
of financial instruments
8. Continuing professional education courses on auditing for
financial valuation should be a required component for CPA
license renewal
9. Experienced auditors have a tangential understanding of
financial valuation and derivatives that is adequate for a
CPA auditing financial statements using fair value estimates

Users of
Total
Accounting Accounting financial
academic practitioner statements sample
(n ¼ 74)
(N ¼ 229)
(n ¼ 78)
(n ¼ 77)
M
SD
M
SD
M
SD M SD

3.15

0.97

3.17

0.82

3.55

0.76 3.29 0.87

0.87

0.67

1.00

0.69

0.55

0.78 0.81 0.73

3.19

0.81

3.36

0.51

3.57

0.50 3.37 0.64

3.21

0.89

3.35

0.51

3.62

0.49 3.39 0.68

3.04

0.86

3.23

0.56

3.50

0.50 3.25 0.69

3.04

0.87

3.23

0.54

3.49

0.50 3.25 0.68

2.87

0.97

3.21

0.61

3.50

0.53 3.19 0.77

2.06

0.94

1.43

0.86

3.03

0.86 2.16 1.10

1.31

1.06

1.14

0.82

0.61

0.79 1.03 0.95

Notes: N = 229. All Kruskal-Wallis tests comparing the three groups were statistically significant: Item 1,
χ2(2) ¼ 13.81, p ¼ 0.001; Item 2, χ2(2) ¼ 22.03, p o0.001; Item 3, χ2(2) ¼ 9.88, p ¼ 0.007; Item 4, χ2(2) ¼ 12.87, p ¼ 0.002;
Item 5, χ2(2) ¼ 13.73, p ¼ 0.001; Item 6, χ2(2) ¼ 12.96, p ¼ 0.002; Item 7, χ2(2) ¼ 21.05, p o 0.001; Item 8, χ2(2) ¼ 85.70,
p o0.001; Item 9, χ2(2) ¼ 27.57, p o 0.001

For the remaining eight items (Items 1, 2, 3, 4, 5, 6, 7, and 9), accounting academics did not
differ from accounting practitioners but both of these groups differed from users of
financial statements. The results again affirm H1 and H2. User’s expectations dissent
significantly from accounting academics and accounting practitioners. For Items 1
(“The aftermath of the sub-prime crisis has increased the knowledge requirements for
auditors of financial statements”), 3 (“The accounting curriculum should expand to include
financial valuation topics as part of auditor basic knowledge”), 4 (“The increasing use of
fair value estimates in financial statements requires greater knowledge of finance in order
for auditors to successfully understand and interpret the estimates”), 5 (“Specialized
finance education enhances the overall risk assessment process performed by auditors”),
6 (“Specialized finance courses assist auditors to understand better the underlying
assumptions of asset and liability measurement thereby, creating better financial statement
information”) and for Item 7, (“Understanding more advanced finance concepts will assist
auditors in fraud risk assessments of the inputs of financial instruments,”) users of
financial statements had higher levels of agreement than the other two groups.
For Items 2 (“The current auditor skill set is effective for auditing financial
derivatives”) and 9 (“Experienced auditors have a tangential understanding of financial
valuation and derivatives that is adequate for a CPA auditing financial statements

Statement
1. The aftermath of the sub-prime crisis has
increased the knowledge requirements for
auditors of financial statements
2. The current auditor skill set is effective for
auditing financial derivatives
3. The accounting curriculum should expand to
include financial valuation topics as part of
auditor basic knowledge
4. The increasing use of fair value estimates in
financial statements requires greater knowledge
of finance in order for auditors to successfully
understand and interpret the estimates
5. Specialized finance education enhances the overall
risk assessment process performed by auditors
6. Specialized finance courses assist auditors to
understand better the underlying assumptions of
asset and liability measurement thereby, creating
better financial statement information
7. Understanding more advanced finance concepts
will assist auditors in fraud risk assessments of
the inputs of financial instruments
8. Continuing professional education courses on
auditing for financial valuation should be a
required component for CPA license renewal
9. Experienced auditors have a tangential
understanding of financial valuation and
derivatives that is adequate for a CPA auditing
financial statements using fair value estimates
Note: n ¼ 229

Accounting
academics vs
accounting
practitioners
z
p

Accounting
academics vs
users of
financial
statements
z
p

Accounting
practitioners
vs users of
financial
statements
z
p
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−0.34

0.734 −2.91

0.004 −3.60 o0.001

−1.07

0.287 −3.35 o0.001 −4.53 o0.001

−0.88

0.379 −2.90

0.004 −2.40

0.016

−0.25

0.806 −3.06

0.002 −3.21

0.001

−1.09

0.275 −3.39 o0.001 −2.86

0.004

−1.06

0.287 −3.27

0.001 −2.81

0.005

−2.06

0.039 −4.32 o0.001 −2.95

0.003

−4.51 o0.001 −6.32 o0.001 −8.50 o0.001

−0.66

0.508 −4.66 o0.001 −4.44 o0.001

using fair value estimates”), users of financial statements had lower levels of agreement
than accounting academics and accounting practitioners. The levels of agreement
among the groups differed significantly corroborating H1 and H2. The message is that
users of financial statements present a different view of the role and results of an audit
than do members of the accounting community.
This paper proposes two hypotheses. The results for all nine survey items have
provided significant evidence that there is a difference in the expectation of the financial
valuation fitness of auditors between users of financial statements and accounting
practitioners (H1). Additionally, the findings for all survey items present support there is
a significant difference in the expectation of the financial valuation fitness of auditors
between accounting academics and users of financial statements (H2).
5. Discussion
The findings in this research provide evidence concerning the differences in the
expectation of the financial valuation fitness of auditors among users of financial

Table VI.
Results from
Mann-Whitney
tests comparing
agreement to
statements as a
function of group
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statements, accounting practitioners, and accounting academics. Regulators and
standard setters have implored the auditing community to adapt to the fair value
environment by acquiring financial valuation skills. These skills are essential to
properly assessing management’s fair value assertions (Carlino, 2012; Hanson, 2013).
The issue is vital because it jeopardizes the reliability of financial statements.
Auditing has an indispensable role in the function of capital markets. In financial
reporting auditors are relied upon on to deliver integrity, independence, objectivity, and
professional competence (Pearson, 2011). Although the auditor does not provide a
guarantee of the financial statements, he or she, does provide reasonable assurances
concerning the representations of management in the financial statements. Recent
environmental developments in the accounting industry, regulatory mandates, and
standard setting have caused the auditing of public companies to become increasingly
involved. Adaption is an inherent attribute in auditing, as it is in most professions
(Zhang, 2007). Auditors should respond to users and stakeholders with a strategy to
meet the expectations on auditing fair value estimates. The results of this research have
uncovered a stark disconnect between accounting educators, accounting practitioners
and users. The divide implies there is possible resistance in the accounting community
to effectuate change that parallels environmental expectations.
A salient area of disagreement revealed in the results of this study between academics
and practitioners is continuing education. There was a statistically significant result
between academics and practitioners on survey item eight which addressed continuing
education. The accounting practitioners had the lowest scores, followed by accounting
academics, with users of financial statements having the highest scores. The results for
this survey item suggest further evidence of resistance to change but, in the continuing
education area. This issue can be easily resolved by mandating a contemporary issues
course within continuing education framework. Current update courses in continuing
education for recertification have been successfully implemented by certifying bodies
such as the National Association of Certified Valuators and Analysts (NACVA).
In the formal education area, the university department heads should consider the
results of this study and integrate financial valuation skills in the relevant components of an
auditing, advanced accounting, or contemporary issues course. An alternate route would be
to establish a separate course on financial forensics that features the confluence of financial
valuation and the investigative mindset. Prior research suggests that the market for audits
demand auditors to have foundational forensic accounting skills (DiGabriele, 2009).
In the practitioner sphere, the attainment of a sub-certification is a rather easy
option for auditors to obtain the training needed in fair value. Notable organizations
such as the AICPA and the NACVA currently offer certifications in financial valuation
and would certainly assist auditors. In addition, these organizations offer many
continuing professional educational courses in fair value and could fulfill dual
requirements for recertification. Recent research recommends that sub-certification for
auditors provide considerable benefits (Carpenter et al., 2011; Carlino, 2012).
The interventions proposed for auditors are consistent with market expectations and
the current literature. Carnegie and Napier (2010) emphasize that in order to be fit for the
profession the current market for accounting services demands auditors to acquire modern
business knowledge. Pan and Perera (2012) offer similar evidence that accounting training
should be better aligned with the skills the marketplace expects. Accordingly, the main
intervention for auditors is to obtain a contemporary insight of business practices.
For regulators, the focus should be on sensible guidelines for this issue. For example,
if the models advanced by management for fair value estimates are recondite, then

auditors should have the option to defer to historical cost principles. This alternative
would motivate management to present fair value estimates in a cogent, and easily
explained manner.
6. Conclusion
The purpose of this study was to examine the views of accounting stakeholders
regarding the expectation differences in the financial valuation fitness of auditors in the
contemporary auditing setting. The findings reveal a divide between the accounting
community and users of accounting information.
The implications of this study impact the accounting academic community as they
prepare students in response to the evolving market expectations (Pan and Perera,
2012).University curricula should balance the constraints imposed by accreditation
bodies and concurrently align programs with market demands (Pan and Perera, 2012).
Accounting training will be relevant if the accounting academic community is more
attentive to potential changes in the curriculum. Previous research has pointed toward
the sluggish reaction for change in the accounting curriculum relative to external
demands (Harvey, 2004; Pan and Perera, 2012).
The results of this study also have resonating effects for accounting practitioners.
The marketplace expects accountants to be “knowledge professionals” (Carnegie and
Napier, 2010). Contemporary accounting practice is moving beyond the scope of
quantitative recording of historical financial information. Regulators continue to ask
auditors to find more fraud and understand financial valuation (Pan and Perera, 2012).
Ignoring integral market transformations could result in lower quality audits with
corresponding increased litigation against auditors for negligence (Pearson, 2011).
Practitioners could mitigate this by seeking additional sub-certifications such as the
Master Analyst in Financial Forensics from the NACVA and Certified in Financial
Forensics certification from the AICPA. Both credentials offer exposure to fair value in
financial reporting in the examination requirement and subsequent continuing education.
A limitation of the current study, as an inherent attribute with survey research, is
non-response bias. The only way to evaluate this was to test late responses to earlier
results. There were no significant results these analyses. According to Fink (2003),
if there are no significant differences in this indicator the likelihood of non-response
bias is extremely low. Hence, this limitation did not have serious implications on the
current study.
Further research could examine the incremental benefits auditors receive from a course
in financial valuation at both the University and practitioner continuing professional
education levels. The study could be accomplished by using a similar methodology as the
Carpenter et al., (2011) study. The study evaluated the incremental benefits of students
taking a forensic accounting course on skepticism and fraud-related judgments.
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